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36. 

Final Thoughts on Heckscher-Ohlin, Comparative Advantage, and 
All That 

The initial empirical tests on Heckscher-Ohlin, as applied to the Cf.S., 
were not supportive. Wassily Leontief 1 Harvard economist, used data from the 
late 1940s and found the U.S., which was certainly the world's capital- 
abundant country at the time, imported goods which were relatively capital 
intensive and exported goods which were relatively labor intensive, contrary 
to the H-0 prediction. After the "Leontief Paradox" was discovered, other 
studies were undertaken to try and explain the paradox away or turn up other 
empirical predictors of the pattern of trade. 

H-0 analysis can be viewed as an attempt to make the two-factor model 
more Ricardian. The one-factor Ricardian model predicts the structure of 
trade on the basis of supply side conditions alone. Linear production 
possibilities curves (summarizing supply conditions) have the same slope at 
any point. Hence, relative prices in autarky are invariant to demand and 
indicate comparative advantage unambiguously. H~0 attfiiySte attffilptS tp 
replicate the supply orientation by repressing demand (the assumption that 
tastes are not too biased) . Factor abundance and scarcity will fix the 
general shape of the production possibilities curve (holding technology 
constant), if there are no factor intensity reversals. Give the two goods 
very different factor intensities and the countries very different factor 
abundance, and you begin to make the production possibilities curves quasi- 
linear with one steeper than the other at most points. 

It is too bad that the H-0 model did not have more empirical support, 
initially. (It actually looked better in the 1970s and 1980s than in the 
1940s, because U.S. imports became more labor intensive in the late 1960s.) 
But the Leontief Paradox spawned empirical studies explaining trade structure 
by a variety of supply side characteristics, not just capital/labor ratios. 
Influences such as skill and education of the workforce, expenditures on 
research and development, marketing, etc. were found to be important. 



1 The name is sometimes spelled "Leontiev". Leontief (1906 - 1999) won a Nobel Prize for his development of 
input/output analysis, the technique used in his analysis of US exports and imports. 
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So what remains of comparative advantage? The modern economist would 
probably subscribe to the following view: 

We can imagine various countries in a state of autarky. Both demand and 
supply conditions would determine relative prices. If trade is allowed, 
countries will export those goods that are relatively cheap in their domestic 
markets* They will import those goods that are relatively expensive if they 
produce them domestically^' they won't necessarily become completely 
specialized. Imports will compete with domestically-made goods. 

Supply side considerations are important in determining the structure 
of trade because they are important ih determining domestic costs. 'Jif^t supply 
is more complex than simply measuring capital/labor ratios. And it helps to 
disaggregate and look at commodities on a micro basis. Some are exported 
because of natural resource availability (oil, coal, agricultural products) . 
Some are exported because of a technology advantage achieved by the country 
through research and developments ( computer s;^ lligh-tech products) . Labor- 
intensive products that are based on known (and easily exportable) technology 
are likely to be exported from countries with relative labor abundance 
(textiles, transistor radios) . There is no one explanation of comparative 
advantage; rather there are many. 


More details on Leontief ' s technique of input-output analysis that he applied 
to the Heckscher-Ohlin study can be found in Appendix A41. 



